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an its @moautalioidnegnydtihni s aut hor it yb,a stehde fFaecdi lcirteiae
f which only five weprimaeced(dent providegdiiqmuve
rms) and to revive de mamd kfeodr sMbocmwmeirtciieasl. paper
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nsi‘deneli”Akt G, fBe dr Stearns, Citigroup, and Ba
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Introduction

The financial c¢crisis that began in 2007 and deert
DepreTheofiederreaslp opnoslei cwas td wiceft anldacgpatrovea si al
unprecedented tools to Raratpipd ot awbi ltsh wWeirnea ntchiea la citr
taken by the Feder bt oeBudesregteenecdyuli ghibyr, uSdetri ot s13 (3
the Federal Reserve Act (12 adtSw@s 3H44rriblids i mb
review adofesbdbmewshis lending legacy 1i5ss likely a
still a useful ombdsmanhicekpaki ¢ ymeabdthboof polit.i
Using its mnmothmal Fpdwkases statutory limitations
accept as collateral, and for how 1| omigng tt hmay 1 e

crisis di delnionti tmeteide ttsiwves 13 @3d) toos ta ua fisotrhiez eF emd
emergency facilities created during the crisis t
contr o vtehres iFaeldl ya,1 s o i twvolpadfv® ml-tstodmee Wotudd)d s avy
“‘Dail—Boeuatr St Amenscandlnt cAln@ttfwmahcGribupi ¢t ms t ha
deetiteaddo bi.gl hteo Ffeadielr al Reserve also lent extensi:
window and newlaynd remidgeardtndakt s”’liltagegea sicmag e pur ch.
Treasury abnadc kneodr tsgeacguer i t PResc)atubsiees ien @ ctit &i koenms r iwse ir
un doetrher a,o hh gbreaytoeneds t he s c opmpme oafr et hoitsh erre ppccrtti on's
federal government during the c¢risis

Thld o dFdr aWakl 1 Street Reform andif@bnsopmdormhdrkbDoeddt io
Ac;P. L.2031 1 i mit'sddted ohednder SeMdmwar sl 3¢ 83), but
Congress bkkdisievehahmhges. were insufficient

I'n restplfasneantca al tur moil dciasuesaesdeC 2V Dh.e tcloa olha d i

reogpdame of these [parso gardakmesn iont h2e0r2 0a.ct i ons t o pr o
activity and financial stability that are not ta
actio@RS bkreei glFtedeN kBl 2 Reser vre: ReRemxemsd Nca i @A\l D
by Mar c.HL aRb o n7t4e8f e r r ¢ d h ¢toh ibryd scoonreo nidsv,alsu s st i mul u
pasd by the Se n2aldt2ed TohnwoMdirdol bbicd Swe5dmi $4i on and $500
billion to support Fed 1i @ubiidliloiydbnf acas édtfes. ( Of
supportalslpye ciidficichat § tfi imeld haAny ss mot bs p donuthbndf com t hi
used to suppo)rtThFee db iflalc isltiattiees t hat applicable r
apply to these facilities.

This report provides a review of thaendilxk2ky of
It discussauthbei Fyd umefear eS ecacnt d darfathedke( HAt)xhte. Dotd dt h
discusses ppltevljyogmbksatueenand amendHSRct B3d8913(3),
which passed the HoSuuse on November 19, 201

1 David Fettig,Lender of More than LafResort Federal Reserve Bank of Minneapolis, December 1, 2002, at
https://mww.minneapolisfed.onguiblicationsthe regionlenderof-morethanlastresort

2 For more information, seBRS Report RL3035/Monetary Policy and the Federal Reserve: Current Policy and
Conditons by Marc Labonte

3 For an overview, seERS Report R4341% osts of Government Interventions in Response to the Financial Crisis: A
Retrospectiveby Baird Webel and Marc Labonte
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Hi story of Section 13(3)

One of 1tchad diasidn cwaesat €dc wélaesn der ofby aprto wviediomrg ,

liquidity intdrhm Ifoatmh otfchdgethsoardtsnt window. The Fe
provides that waemowumnc¢e of oddyguibutt ytylpx cwGhrl gd 1 s 11
timéecaemeectchbeadnvkosuthale t t hteeirrm sbhoorrrto wi ng mneeds thr

marketsnoomahditions. Di scount window’ slending to
nor maalt ut ory authority.
Nonbank financ firms also face liquidity neec

al
ed. kedt rar el F( I edcesn i H O si @dha c

n i
much more 1 1mit
used it to make 123mbotaonsatongofififiamecl a1 ofi fror
authority was superseded by new authotity (Secti
Section 13(3) can also beAfutseerdh et9o¥F @agduobkbeodt i @ a 1 e n ¢
I13(3siommamadly to make nonmember banks and credit
window IW8oamevhmamber banks were permitted to ac:«
Section 1 3wa3s) naoutt huosreidt yt o extend c¢c8edThi $o nonba
authority was then used extensively --bagvemiyng 1ir
di fferent ways than it had been used previously.

e of Section 13(3) in-2020

In Marght BO2PBesidxmplamegd facilities using Section
finadicsrmdpauseamd blyd MiOVk®OBts for corporate debt, m
nonresidbntckeld secatrities

T Commerci al Paper Furlfdhieed F ahediPvieRdy t ( CPFF) .

whi cha usspeesci al purrase twedhiamlde coh@ ¥)ol 1l ed by -
suppoaammeéereci al /Camemermankepapmrdebt short
issued by financial firms (indhudivwgdh banks),
e nt ihtaite si stbaekedssecdhiet CPFF( ABRSYxhases newly
issued commercial paper from all types of U..
sector buyers. I s sugrss weuslt apay na efreees tt oo nt hteh
commer cial papeeri;s tsheet iamtth emchenstth rreavte t hi g jt
index swap rate plus two percentage points.

4 Howard Hacklg, Lending Functions of the Federal Reserve BaRksleral Reserve, 1973, p. 130. See also David

Fettig,Lender of More than Laftesorf Federal Reserve Bank of Minneapolis, December 1, 2002, at
https://www.minneapolisfed.ongiiblicationsthe-regionlenderof-morethanlastresort J a mes Dol l ey, “The I n
Advance Program of t hThe Quartertydourhal dkEkEcenemicsot 50$0: 2, February’1936,

p. 229.

5 Nationally chartered banks are required to be members of the Federal Reserve System. State chartered banks have the
option of becoming members. Until the Monetary Control Act of 1980.(96221), only member banks were allowed
to borrow at the discount window.

The Fed’s use of SPVs is discussdehdingtoltsf®r e detail below in

"Feder al Reserve, “Federal Reserve Board Announces Establis
To Support The Flow Of Cr e dressrelfaseMHohul%, 2020gdtd s And Businesses
https://www.federalreserve.gmdwseventfressreleasesbnetary20200317a.htm
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commercial paper any i1issuer can sell to the
must receive a relativkeblg hoghpereldascecraThag
is currently scheduled to expire in March 20
of assets from the Exchange Stabilization Fu:
l osses

T Primary Dealer Crydhitt dFacwPiliiyprioRDAFR
liquipdriitryartySadga Deapgsgoefe r nment s ¢butities deal
armtar ket makers in stkhkastigddist mmmaklet s and are
countef pmretni emsar k e’The p PalwCGiFi ben st. hought of as
anal ag@owms di scount windowar fomapgei'smaryhde Fbkdrs
primaryatie.eed.i,t the borrowing rwditsec hat the disc
curreattl Yy he heopedtaarfagtf udamensavailable with
maturitiomwvamtgi gt ¢d 9 Owidahy(si eeoyr d ®ans
musthdIlrepacdl !l aternahtdhaeeyfiudd wf fciodilatter alized
limiting their 1tiskineWdsTreaAaxagwempitasbl e collat e:
government; ;iageer crymedeet bctg r p o thaatcek,e dmo ratsgacg e
backienddluni cipal gedunmiimi €«d asses of equities.

T Money Mar ket Fund LiguidetdycFavMLEFdtyh¢ MMLF
t o maokner e¢ oamseto financial inmémneéewtions to p
market funds are sééThisgredumest thedpopmpbadbnd

s on monecyausaadk EPmyidmartdisll i tgw i Analtye assets.

ets sold by pramef mmdhase yt matr kiedn vd sutn disn mun i

ledrgitbhe MMILErities ehicgUulBee for purchase

ssuerciwersi ties 1issued by gowpomsnent¢dagencies

rbrghly;rated municipal debandhat matur e:

ly rated . Thkmende recairanls pianpteerr e st on t he 1 oan

i tTrreaat geu vfgoyrn me nt agency, orpkbkovernment sp

dditional 0. 25 per caenndt aagne apdodiinttiso nfaolr onmmuen

rcentage point for heommseskcitdhlatpamhmer pebwtr i b

cline bel ow tCme Maarl2uhtUnd, bt drekil mgnregul at or s

sued an interim final rule so that these 1

sk ¢ o mp 1 iraengcuelcamtpotrhya 1 re qui rement s .

T Pri maawykeét Corporate Crl)edaSedbadiakriyty (PMCCF
Mar ket Corporate CreldéetFEdctdewyed SMEEF)

facilities to s upperhPeMC Gtkop opruartceh absoen dn enwal ryk e t s
issued cofifpomait o<l SdMEEtFo purichtaismg exor porate

_g
v e
oM 0 o0 ®n S =

— 0 o A o e

r
T
n
i
r
n
e
e
s
a

CTaAT Y 0 50 D

8 For a list of current primary dealers and moreiinfation about their relationship with the Fed, see
https://www.newyorkfed.orgharketsprimarydealers

Federal Reserve, “Federal Reserve Bo CreditFagiitywDCR)de s Establis
Support The Credit Needs @spreldhseMarchh7o2020sat And Businesses,” p
https://www.federalreserve.gmdwseventaressreleasesionetary20200317b.htm

WFederal Reserve, “Federal Reserve Board broadens program
businesses by establishing a Money Market Mutual Fund Ligqu

athttps://www.federalreserve.gmgwseventgressreleasasbnetary20200318a.htm

“Federal Reserve, Federal Deposit Insurance CBanporation, O
Regulatory Agencies Issue Interim FointpredsreldaseMarchi% r Money Mar
2020, athttps://www.federalreserve.gamgwvseventgiressreleasasbnetary20200319a.htm
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debt corporat<¢rddkit nd sehtaomede®Byt mar ket s .

facilities will purchase debt through an SPYV.
debt that is 1invest mengtr agdrea.dies[dowre nisssswmerd by 1
must mhawe i al operationsanmottdhare ddmiiteed States
federal financial als9. 0o st thee SMECKt edonds COVI |
purchased at fair market value and must mat u:

PMCCht,eriest r“anhé€ermedldll b¥Pemdr hetrowmees will
pay a one percentage point commitment fee. T |
par in the future, enabling the facility to
conditionBotphoambiccwzrerrently scheduled to ter mi
end of September 2020.

T Term Basckted Securities.Theaffebacielhi vy d( TAlF)
TALtFo make ntohayechoeoamseto prtihvaotueg hi mv SsPtVor s

to pumewlhygeiss uteAllBS hbhaghldeyd rlry various nonmort
loa®Ed i gible ABS include those backed by cert

credit card receivables, equipment loans, {1
finance |l oans, small busiwmsissedovans guarante.
Administration, or sAnyicompgaagvswnth amscecve

with a primary dealer wBaoatdoWersl wgubldepdpr

annterehwawlad ebe one or two percentage Ppoint :
radmrd aqdael dfo tOhe % oan amoblwats.k Thhea tFetdnebears
value of the ABS falls below the |l oan amount
prepay the loan. The program is currently sc|
September 2020.

CPFF, TRAD&€Fe¢ wadyt hReD hB1 §ncti bit i.chs€ dMMIcFus sed b
very simAslsBatctke dt Co m2n@ @ & i al Paper Money Mar ki«
qui di t(AMIFR)caiblai¢tpyt s a wider range of collateral
0T8h.R MCCF and SMCCF are wunlike any 2008 facilit

a

ocg v~ o+ DTS
heEe € 05 O v

e potential size of thespaptoegr@gmasgiss generall
rrowinghpatfeidr tumnpllilnyi t e d a b iTlhiet yr itsok fpuonsde dt hteom.t
nd ultthiemattaexlpya,yer ) through these facilities 1is
rroundilIn9g, r(bOsVkIl Di s mi ti gated because the credit
st qualify based on nt ecardifisi ¢ wanh ygddpadr $d Dt br & 1 1 «
assets from the Exchange Stabilization Fund f
protect the Fe-dalftrhoomu gfhu ttuhrees el olsossesses woul d st il
goverffheah facility waasswmmpyrSevcerde tbayr w.he Tr
Amounts out s tl8fpdrijonggr atnhsr oaurgeh r e p os tleall avPe &k | syh ot .t
More diefnfiodimadlt ppovidedQuarthel feeport on Federa
L2Federal Reserve, “Federal Reserve AnnouncdessrelBasg ensi ve New
March 23, 2020, dittps://www.federalreserve.gmgwseventgressreleasesbnetary20200323b.htm
BFederal Reserve, “Federal Reserve Announc¢essrelBasg ensi ve New

March 23, 2020, dittps://www.federalreserve.gmgwseventgressreleasesbnetary20200323b.htm

14 The ESF was not used to back stop 13(3) programs in 2008, but some programs were backed by other Treasury
funds.

15 Federal Reservé&actors Affecting Reserve BalancBsta Release H.4.1, attps://www.federalreserve.gov/
release$idl/
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Sheet De vi®Tlhoep tiRanktdsk Ac te rFeeqdu itroe sprtohvi de t he <congi
committees of jurisdiction with details of all t
borrower7daywi pfii ishe rperac groammand with upgadates eve
additionErlkt hAectDordedqui res transaction details to
the facilSey theckesd¢ d@wme rbseil gohwt €Riebgrut ihreednee ndtest a i 1

Use of Section 13 (3) in 2008

Section 13(3) was used to authorize multiple act
wor sathed wo @Aplodi8mrtosund t he time the investment ban
di fficulties in March and following the failure
Sept embedit exSewddd3diBmynAd@hEE be divided into two b
categories:

1. broaddlsed ffocialdidtrqeusisdi t y probl emsd in specific

2. excl usi vaes,s itsatpalmweovee@dtt o t he disndrdedbugygl fAit mse ¢
deemed to®¥ big to fail

Credutstanding (in the f8e mtlBGpdegaaksehd oart s hul ikiile
in NovemBCur r2¢0nk8l.ly crediSecetkibderhdekdasnbeen repaid
interest and all 1%8o3n)t rfaarcyi Itiottipeosyp Bhiladvmneo beexbpii ¢r feedr.
any losses onutndens 8@bhdasptddkiamse $t300abillion

(more thanilkhid®Bfe loftNevdr e © hsheerhet hostfsreaa ns ex poend t he

taxpayerexoazmgebkattthan t he di stceorunnst owi nhdhodw pbreocgaruas
feweafegunmdsome casas ciomv&éervdmmmesohl ed asset pur
examplTehe next two sections summarize this exper

Apperdi x

16 Available athttps://www.federalreserve.gaabnetarypolicyguarterlybalancesheetdevelopmentseport.htm

" Transaction data is postedhitps://www.federalreserve.gmgwseventséform_transaction.htm

18 For more information, SRS Report R421566y st emi cal | y ol Bp@r tt@wntFaod 0A,Fo nanci al |
by Marc Labonte

19 Total does not include asset guarantees for Citigroup and Bank of America, under which funds were never used.

20 One facility, Maiden Lane I, still held more than $1 billion of assets at thefed@lld. It has no debt and is not
authorized to purchase additional assets.

21n addition to the $30 billion in net income received by the Fed, Treasury received an additional $17.6 billion as net
income on the sale of equity that the Fed originally reszbiand subsequently transferred to the Treasury) as
recompense for the Fed’”s loan to AI G.

22 profits are defined here as payments received in excess of principal outlayed. It does not net out administrative
expenses, which are not reported separatelyaich &cility. This report does not consider whether the Fed earned
economic profits on these transactions. For example, the income from these transactions may have been partially offset
by lost income if the Fed offset those facilities by holding feweaJuey securities on its balance sheet. One study

attempts to estimate this effect for the Fed’s broadly bas
“too big to fail.”) For Sectioeaned$g.?biliofinictdrestiandfee s, it est i m
income, but the “cost of funds” for those programs was $1.
life of the programs. See Michael F1l e mingliqugitd Ni chol as Kl a
Facilities,” Feder alCurRatissuesinEcoBamickandoFthaneek W, n&. &, 2% 1, at

http://www.nyfedeconomists.ongsearctdurrent_ssuestil7-1.pdf

23 Under a norrecourse loan, the creditor has no right to seek payment beyond the collateral posted in the event that the
loan is not repaid.

24 For more information, see Federal Rese@ffice of the Inspector Generdlhe Federal Reseed Section 13(3)
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Lessons From the 2008 Experience
use in2020.

Troubled Asset Relief Program (TARP) to address solygmoblems?s
1  The Fed camuicklyramp up lending once a facility is established. NMosgrans were createcbetween

quickly once financial conditions normalized.

9  Statutory restrictions in Seiin 13(3) were less restrictive than they appeared. For example, these
restrictions would seem to limit the Fed to lending, but asset purchases were possible tHrbGghor
special purpose vehicléSPVscreated and controlled by the Fed.

Treasury, buit peaked at $48 billion.
T The financi al crisis mar ked a t ur itsrelatpnshuponitm t

particular, it tried to preventbailout® of failing firms.

stability.Stigma was largely not a problem2@08, butunlike thenporrowers now know that their
confidentiality will not be maintained.

As this report discusses, the 2008 experience with 13(3) facilities yields a few insights that may be appitsab

1  Financial turmoitreates liquidity (cash flow) and solvency (negative net worth) probfenfiancial firms
The Fed is designed to address liquidity problems but not solvency problems. In 2008, Congress creat

September and November 2008utstanding creditinder 13(3)exceeded $700 billion by November 2008.

1 In hindsight,hie 2008 iquidity facilitesdid not prove to beas risky as they appeared. All facilities yielded
positive net income for the Fed, and none suffeeeydefaults Credit outstanding wound down relatively

1 The Fed wouldrequently include size limits and termination dates whew facilities wereannounced, but
these would typically be revised as circumstances changed.
1  When borrowers mus apply to access funding, take rates can fall shortgg ol i cy maker s d

examplethe Term AssetBacked Securities Loan FaciliALF) was envisioned as a $1 trillion program by

Congress, arguably in large pdteto its emergency facilitie$n response, the Fed took many steps to
become more transparenf'he DoddFrank Act created new restrictions on Section 13(3) lending. In

1  The confidential nature of the facilities were particularly unpopular with some. This led to requirements
the Dodd-Frank Act that the identities of borrowers be publicly disclosed after aSaghdisclosure risks
creatinga stigma that may cause borrowers to be reluctant to use facilities for fear that creditors percei
them as troubled. This stigma risks undermining the goal of the faéilitesestore or maintain financial

BroaBdgyged Facilities
The Fed c¢r e abtaesde ds ifxacBdadaldkeys ) unde? 008

to extend

eligible borrowelrass swiotfh inno nab apnakr tfiicnualnacri acl f i r ms

of finansci al mar ket

T Term Securities Learmddrnigmarrayc iDealyer( TCrLeFd)i t Fac

( PDECFhESLF anweP®&Fed to assiTshte pFrei

dmary deale

made tschromtl oans through the PDCF and TSLF to

that other primary dealers did not
primary de alserf iBoeaanrc iSatle adrinfsf i cul t i e

Lending Facilities to Support Overall Market Liquidityovember 2010at http://oig.federalreserve.gaeports/

experienc
S .

FRS_Lending_Falities_Report_final11-23-10_web.pdf See alsd).S. Government Accountability Offiq€&AO),
Federal Reserve System: Opportunities Exist to Strengthen Policies and Processes for Managing Emergency
AssistanceGAO-11-696, Juy 21, 2011 at http://www.gao.gowiew.itemsd11696.pdf The Fed was required to report

to Congress on assistance provided pursuant to Section 13(3); these reports are posted at
http://www.federalreserve.gawbnetarypolicyst_reports.htm S e e a1l s o tChedit afddiquidity
Programs and the Balance Shemtailable ahttp://www.federalreserve.ganbnetarypolicyst_archive.htm

website

25 For more information, seERS Report R41427roubled Asset Relief Program (TARP): Implementation and Status

by Baird Webé

Congressional Research Service

11



Federal Reserve: Emergency Lending

T AssBacked CommerciyvalMaP&peér MMo na l Fund Liquidi
FacilityConmmeLrFc)i al Paper FumdidngMomeecei | ity (CP
Mar ket I nvestor FundhedYMLFacCPFFy 4 MMI MHM])FF
were created to support the commercial paper
useldhhe Fed set up its commercial paper facild:i
mutual funds forced the latter to contract t
paper.

T Term Bacskted Securities.TtheBaAiwvkacet eéayed TALF)

o suphPMmackKhe ough TALF, t-awed Fyfedavienade t hr e e

ans to private investors to encourage them

sident ibaalc kneodr tsgeacgdBABS i ese (MBSAlternative wa
nks and nonbanks i nainncees sleosa,n sa ntdo tchoenys uanreer
ten referrsehladow abaacakiiffmigtm esf t hat substitut

aditional bantka K¥lithgk.i g cdnd ed eémo stihte value a

quidity of ABS during the criscies, resulted

ducing the c¢credit available to households

»—g»—-q—hoc"—{»—‘z—h
o =" w00

Tablper ovides a summary of theAltle rtrthse xabmedp td sfdostr e e
TALF were usedtearom pledeqouniddeipttywmat 4@ y comparable to
di scountThwi CPFW¥. was the largest facility, and T
in the table, none of tWHdOe facilities extended

26 Other Federal Reserve and federal emergency programs beyond the scope of this report were aimed at supporting
mortgagebacked securities (MBS).

27 For more information, seERS Report R4334%hadow Bnking: Background and Policy Issydsy Edward V.
Murphy.
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Table 1.Broadly Based Facilities Created in 2008 Under Section 13(3)

Usage Terms and Conditions
. Loans Outstanding Total Number of . Recourse/ Date Announced -
Facility at Peak Income Partici pants Lending Rate /Fee Haircut Term Expired

Term Securities Lending $235.5billion $0.8 billion 18 Set at auction, with Yes/Yes 28 days Mar. 11, 2008-eh
Facility (TSLF) on Oct. 1, 2008 minimum fee ofL0 to 25 1, 2010

basis points
Primary Dealer Credit $146.6billion $0.6billion 18 Ratesee qual t o Yes/Yes overnight Mar. 16, 2008-eh
Facility (PDCF) on Oct. 1, 2008 discount rate fees of up to 1, 2010

40 basis points for frequent

users
AssetBacked $1521 billion $0.5 billion 11 from 7 bank F e ddiscsuntrate No/No 120 or 270 days Sept. 19, 200&¢eh
Commercial Paper on Oct. 1, 2008 holding companies 1, 2010
Money Market Mutual
Fund Liquidity Facility
(AMLF)
Commercial Paper $348.2billion on Jan $6.1 billion 120 Markupsof 100 to 300 No/No 90 days Oct. 7, 2008Feh 1,
Funding Facility (CPFF) 21, 2009 basis point®ver overnight 2010

index swap ratefees of 10

to 100 basis points
Term AssetBacked $48.2 billion $1.6 billion 177 Variousmarkups over No/Yes 5 years for Nov. 25, 2008 Mar.
Securities Loan Facility  on Mar. 17, 2010 to Fed; LIBOR or federal funds CMBS, 3years 31, 2010 (June 30,
(TALF) $0.7 billion rate; 10 to 20 basis point for other 201Q for new

to Treasury administrative fee CMBS)

Sources: Federal Reserve, Office of the Inspec®eneral, The Federal Resén&ection 13(3) Lending Facilities to Support Overall Market Naygidityer 2010 Federal
ReserveQuarterly Report on Federal Reserve Balance Sheet Deyekmionerdated).S. Government Accountability OfficEedeal Reserve System: Opportunities Exist to
Strengthen Policies and Processes for Managing EmergencyG¥sSist&e&s, July 21, 2011.

Notes: Expiration date for facilities marks daaéter whichno new activities were authorized. For some faciliteegsting loans remained outstanding after the
expiration date. Some facilities did not begin operations on the date annouRaect o ur se onl y i nc | utheFedhhadorecquese for AMLFpnd 7ML s asset ¢
only in the case of material misrepresetita.
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Federal Reserve: Emergency Lending

Figapleots loans outstanding for these five facil
was <created, to October 2014, when the last 1oar
begignniidd empitde mber 2008, peaked in December 2008,
quickly in 2009 as financial conditions stabiliz

amounts of credit OAwtcsotraln digng ot IGrA®OU gl s BvAalsK. t he
relatively comnmeht raftalemwmdwghsamay reflect conce
those Fharkets

Figure 1.Loans Outstanding Under Broadly Based Facilities
(March 20080ctober 2014
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B TSLFm TALF m AMLF = PDCF m CPFF

Source: Federal Reservéd.4.1 release, various dates.

Notes: For TSLF, lending took the form of Treasury securities. For CPFF, commercial paper was purchased. For
other facilities, lending took the form of cash. Sggpendix for details.

Special Assistancotoo Bliigf ho Dead the d

Section 13(3) was also invokedptevenbovilde dxsobmud
fail ioereoffairnga nen adn fad mboc basis:

T I'n March 2008, the Fb&d tasksciosvteerd oJfP BMarrg aSnt eGhr
prevent’stlfiaeilatreer Assistdnaoces tyaesas mpthovitded t h
bridge 1 otalme amulr cthasne o fd Baesasre tSst,e afrinnsa ntcreodu b 1 e
through a $29 billion Fed 1 oan;

T In September 2008,s tfhaei [Fuerde pbrye viemitteida 1AIlyG pr o v
l1ine of$ 85r ebdiiltl ioofn . The assvéesntmhs,e wiatshrestru
t he 1 oan eavcebngt uvaa IFleydtrpelppldgc hase up to $52.5 b
troubl ¢d «Now@mdbheer rest of the assistance shif

28U.S. Government Accountability OfficEederal Reserve System: Opportunities Exist to Strengthen Policies and
Processes for Managing Emergency AssistaGae0-11-696, July 21, 2011, Tatdel 2,20, 25, 27, 31, at
http://www.gao.goview.itemsd11696.pdf
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vember 2008, thke FEddy aTr Depwsy,t dmd ur an
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anuary 2009, the Fed, Treasury, and FDIC
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et he worsening of the financial crisis.
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29 For more information, se8RS Report R42158y st emi cal | y | mpPaitlaintFioma mM¢Tioal Blirgs ttiot
by Marc Labonte

30 As described in the reports pursuant to Section 129, availabtgadtwww.federalreserve.gawbnetarypolicy/
bst_reports.htmin the case of Bank of America, losses were greatest at Merrill Lynch, which Bank of America was in
the process of acquiring. The Fed (and Treasury) may have been most concerned that if Bank of America was not
offered special assistance, the merger wéalldhrough and Merrill Lynch would experience a disorderly failure.

31 The solvency of Bear Stearns and AIG is analyzed in William Cline and Joseph Gagimman Died, Bagehot

Lives Why Did the Fed and Treasury Let a Major Wall Street Bank FRié2eson Institute for International

Economics, Policy Brief no. PB 131, athttp://www.piie.compublicationspb/pbl1321.pdf

2«JPMorgan Took a Bath oReutds©Oatoberl® 2012 athttp//w8wachbe.comddi mo n, ”
49361397/

33 Chairman Ben S. Bernanke, Remarks before the Committee on Banking, Housing, and UrbanlABaiSenate
September 23, 200@vailable ahttp://www.federalreserve.gawwseventséstimonybernanke20080923al.htm
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America were banks, thisiazssdi aumalerce Swvadst iwmavdBt e
took the form of asset guarankecef. Aihhei gqaaanateae
showhi g @b €c aFuesde funds were never extended under t

Figure 2.Loans Outstanding for Special Assistance
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Source: Federal Reservé.4.1 release, various dates.

Notes: ML | = Maiden Lane I, facility to assist the takeoveBeér Stearns; ML Il = Maiden Lane I, facility to
assist AIG; ML Ill = Maiden Lane llI, facility to assist AIG; AIG = direct loan from Fed to AIG. Funds were never
extended under asset guarantee to Citigroup and Bank of America.

Limits on Emergency Lending

Under normal authority, the Fed faces statutory
accept as fardolwatl omagl ¥Itfh mdhye lFRendd . wi shes to extend
not meet theiswitcrdtte rdSagd vthaddd 3ynder

Restrictions on Emergency Lending in |

tion 13(3) was mnot in the original Federal Re
). UntHrlank eAcDto,ddt he authority was very broad
t

34 For more information on the discount window, sées://www.frodiscountwindow.orghPagesbeneral
Information/The-DiscountWindow.aspx

®The interpretation of the statute that utheriyinbnusualeach bul
and Exigent Circumstances: The Uhigesity ObPenn®lvania Jowrnalofa nd t he F
Business Laywol. 13, no. 1, pp. 22227.
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T at least five of the seVvVemusfFreal gowd renxirge nfti n
circum$twhicles this phrase haist niomplpieecs fic 1 e g
t hfatnancial conditions are not nor mal

T the Fe&di sncaogyunt (foparangr s hdp»¥t dmatgogsporation
assistance should take the form of a 1 oan, a
individuals or businesses;

T the borrowemomest pradest and bills of excha
ot herwise secunedftodoheh®edd&+ttahbaftBheesse pve Bank
l omns thabcekeco lHyappraeted  y the Fed

T the Fed shall choanrsges taesna mmewtidt thenstthaet a bas appl i
tohe disca®anntd wi ndow

T “«he Federal Reserve Bank shall obtain eviden
partnership, or corporation 1is wunable e C
from other banakhatgrnithsemtt st ubeoasvsidence t |
borrower does tnortn ahtaivwee spri vate al

These restricthonfedmds abdngph etdvehibaxrts 1in 20038

Not aibn ys o m&l nc afsoersm, these transactions were Struoc
they permitted the Fed eteot smoovfe tahsesseet si nosftfi ttuhtei obna
owh®?In t hkef cAk® and Bear Stearns, the Fed purcha:

t o S
t hat

liability corporations that 1t credlthdad and contr
structure alcloonwpeldy twhiet hF eSde ctthoico m slske W2 pabrLchavwes ¢ d
t hr ougthr dm athlwe ttheed Mai ddre Lbmaamke deby atnltdes e asset :
eventually repaid when t%lIen atsheeftcs@ sweeirgarnokuopl da nodf fB
of America, ofliaer @gddeamanweree in the event that the.;
of assets, s fprrwocvtiwlmedd @mo®ona ekoamse basis, except
®¥Unusual and exigent circumstances is mnot defined, but is
Authority in Unusual and Exigent Circumdniversity®s: The Feder a
Pennsylvania Journal of Businesaw, vol. 13, no. 1, pp. 22227, citing Thomas C. Baxter, Jr., general counsel, Fed.

Reserve Bank of N. Y., “The Legal Position of the Central B

January 19, 2009, availabletdtps://www.google.corskarch@=
thomas+c.+Baxter%2C+Jr.%2C+The+Legal+Position+of+the+Central+hankf-8& oe=utf-8.

37|f five governors ar@ot available, the decision can be made unanimously by the governors available (12 U.S.C.

248r). On at least one occasion in 2008, because of vacancies on the Federal Reserve Board action under Section 13(3)
was approved with only four governors votingeFederal ReservReport Pursuant to Section 129: Bridge Loan to

The Bear Stearns Companieshttp://www.federalreserve.gawbnetarypolicyfiles/129bearstarnsbridgeloan.pgf

Federal Open Market Committe@pnference Call of the Federal Open Market Committee on March 10, 2008
http://www.federalreserve.gawbnetaypolicy/files/FOMC20080310confcall.pdf

%8According to a working paper by 1 evigtaalynerestrictisnsdnthet t he Fe d
form a written credit 1instrument DanidhH SmdtandidamesiAnClooiseder t o be
“The Scope of Monetary Policy Actions Authorized under th
July 19, 2004, p. 15.

39 The discount window standards referenced here state that rates shdllibex e d wi t dommodatinge w o f ac
commerce arnl2UBG857ness?”

Al exander Mehra, “Legal Authority in Unusual and Exigent
Cr i sUniversity Of Pennsylvania Journal of Business Laal. 13, no. 1, p. 235. Thistaie also presents

arguments that the Fed nevertheless exceeded its legal authority for some transactions under Section 13(3).

41 The Commercial Paper Funding Facility (CPFF) was also structured as a limited liability corporation (LLC) that

purchased commeial paper and was financed by loans from the Fed. The Fed also created LLCs associated with the
Term AsseBacked Securities Loan Facili(fALF).

s

€
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t sThd Fedsals oecntaldye tao 1Aolatho hdpiargheynde tbayl t h e

, meaning there were no speci®fic securitie
rmor e, th@WnRedahlas nidntexifgoemme abni rtchuants taasnscies
be tempoehyygs&bebledypiration date until
ned.

Ons t atmd wirsyi on t af § etchtee’dlfhnaadd 8 ({ dns 1in 2008. In 199
posit Insurance CoPpbr24DBnUlSSMmpCoviESkbh)t Aett 41
ovi bmomotvlwal qui r e ment ‘tohfa tt hceo lkli antde raanld bnmea t ur i t i
igible for di s’atoutnlte fdirs omeumbte rwibmdhdkw. Accor di n
nator Christopher Dodd, the r attioomnalkee ffourl ltyh e
cured loans to securities firms "Mheduwsitaness s
r mss, airtg uwead , would not mnecessarily hold the sa
llateral at the discount window. By removing t
ainst a broader array of assets.
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Changes iDopEKtdhnk Act

Conc e nn €eosash osuotmet hoef’s¥ e di o nSse cuthidlderd ) dfuirn anrgce it chle

crisitshd¢ edsadmeinalme nt 1 n S e c tFiroann kl 1A0clt t chf& etnheer all ol dyd,
int ent ipam va fsa htemePopdd lwaAptt ovent t he Ftedf afirloimm g ai l
firms while pofestsvidingovphoahdattdhhiseaddfcycilities
address unpr-adtetabbpeomdeRsptedcuirfiincga Il yo,r kitshhest. Do d d

T replaaddvi dual ,c oprapro’rwaettphaohmitpi,c ioprant i n any
program or f abcaisleidt iyl Jywigtihb iblr oa d

T required thdtoradgdicstpanrnposkte of providing 1iqu
system, and not to aitldt ardhed iomgt fiammdicnglt @
imol ve ndte ffiaidremyjpa nkruptcy, resolution, or 1inso
proceeding;

T required t hats ufofaincsi ebnet (sleyc)urteod p'rot ect taxpay
and that <col ]l Yteenrdaalb’lbek aveaslbuseg s sdbmutm dwi t h
rim&knagemen?t practices

T forbBadprogram or facility that is structured
balancdé¢ sheengdbe an” specific company

T required 4my bpragrmranmnated in”andimely and or

f requi tperdi otrh eafp ptrhoev aSle cor et @fy of the Treasury.

42 Federal Reserv&eport Pursuant to Section 128uthorization to Provide Residual Financing to Bank ofefica
Corporation January 15, 2009, attp://www.federalreserve.gawbnetarypolicyfiles/129bofa.pdf

43 Federal Reserv&eport Pursuant to Section 129ecured CrediFacility Authorized for American International
Group, September 16, 2008t http://www.federalreserve.gawnbnetarypolicyiiles/129aigseccreditfacility. pdf

44 Senator Christopher Dod@ongressional Record Nove mber 27, 1991, p . FD3CSAT 3 1 . See al.
Emergency Liquidity ProvisionsFederal Reserve Barf Cleveland Economic ReviewThird Quarter, 1993

45 See, for example, thiwint Explanatoy Statement of the Committee of the ConferenBelt0111203 H.Rept. 111
517, 111" Congress, June 29, 2010.

46 The DoddFrank Act left three requirements in the original statute largely unchaigeafinding of unusual and
exigent circumstancef2) that interest rates be set consistent wigtiute governing theéiscount windowand (3 a
finding that the borrower be unable to access private credit.
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Proponent s-Fodnk hAhctbolWell’s exetdhohatythe pedvide as
big to fail firms was no longerThecEsdarysbieflinad
special as®osbsganhoeftaoltdéirms dursdgrimBe comildis ¢
not be wound down without caus ibreg afupsecn coefi wd¢ d i nst
shortcotmhen gba mkfc elpesd yo fpfaildieadl sf or thelateoani on of
regime-bfammkosc odnre dt h&s BbRBIhG reseobuthen saghmassist a
would not be ne%®Teistslaer yl li-Fhe £t thteh & cuDoudrdee at ed such a
call &Qlr dtehrel y Li qu i”8Wh iidaen tAwc®&Bh tofpptoy F easons beyond
scope of, trhrisp areepmtFst amftk tAlt de 1Biongidnea tt'shnagtbti he t Fe d o
prevent firms from failing under Section 13(3)
firms <c¢can urnldye rrgeos oalnu toiAadne ouw mdd enrg T iot IBee nl IB.er nanke,
the Fed duringWhd ftihema caicalt icomi soifs ,t he [orderly
ability of the Fed to make 1loans tAl G nwdaisvindoual t
longer needed and, afPpropriately, was el iminated

The 'FeRule I mpl e me nFtrianngks tAlcdt aRgdd

AsSectli3qaBa)n benhbhfuendis ual and e x7Tagnddmtd miotc bmstna ms e
for decadest phomdibgwiveed nimag 210 0Bv,eurs eti h o hgld

t hdei s ct ®t den s o-Fr @dhk Rotldal so required the Fed to
impl ementingasSescadmna sl”hithsd ptrhaec tFiecda bilses,boe d ga pr op
son 2®b3peublic comments criticized the rule for

qualitatitwve dh®uinmestumslnsand exT'gehltatcterahhmspamalt:
insolvehbusedroamd the dGeactrahbefl ievei ithanced he

vagueness of t hfeorr utlhee issa nmuen dreesaisroanb Iltehat pr oponen
becamae«iimizés tfhuet uFree di screti on.

0)

n December 18, 2015, the Fed promulCgmpeded fina
wi ttthe proposed rule, the faisnhaolov rtuhlee Eporthgpwipdueld mo r

withe -Poddlk Actqu, reameé nt sus givesFoheefFaumples st ldc
final rule requpersl ITwhiidciha gijthesbesatt premium t o
rate prevailing iIm mommahfeiansdelscmuunls ¢ a g @tesr.yb e yond t
requirements. For example, statute only prohibit
insol vency prsocteheed ifnigna lwhreurleeae n ¥ s bumlr dodss piitt s [ en
open to at least five e lhiagobbeleem rbroermdte boenr ® y ea ny 1 ¢
t hpgst 90 days, a healthy firm for tghe( apsurwaoss e s ¢

47 See, for exampleChairman Ben S. Bernanke-etleral Reserve Programs To StrengtBeedit Markets And The
Ec onomy, ” B@ferstheiCammiitge on Financial Services, U.S. House aeReptatives, February 10, 2009
athttp://www.federalreserve.gawwseventséstimonybernanke20090210a.htm

48 For more information, see the FDIC webgitgos://www.fdic.gowesauthority/

“Y“Ben Bernan¥Wetté&Waandnthe Lender of Last Resort,” Brooking:
http://www.brookings.edblogsbenbernankgiosts201505/15-warrenvitter-proposal

9Fe der al FRderal Reserve BoaBkeksComment orProposed Mendments to Regulation Regarding
EmergencyLendingAuthoiity, press releas®ecember 23, 2013, http://www.federalreserve.gawwseventgress/
bcreg20131223a.htmFor more information, sé@RS Legal Sidebar WSLG1247,e d6s Emer gency Lending R
Finalized A Year After Public Comment Peribg M. Maureen Murphyno longer distributable).

5 Comment letters are phitp/iwavdfederalreseriicegaypsfoia/NViewCanententsiaspx? a t
doc_id=R-1476&doc_ver4.

%2This debate is discus s kkodvMuach Discretion Should the Fed BReGranteela ent i t 1 ed

SBFederal Reserve, “Extensions Federal®Registéri8a59, bPegember 18201561 Reser ve
available athttps://www.gpo.govfisyspkg/FR-201512-18/pdf/201530584.pdf
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the case with JP Morgan Chase and Bear Stearns),
resolTuatbhdeenpl a itnhfei hatw rul e i mpil @ mic sSitescntii3hde® )ma j or

Table 22Maj or Provi si ons o fimpglementing Bodd sFrafkiAat a | Rul e
Changes to Section 13(3)

Section 13(3) Provision Final Rule Implementation

Limits assistance t o any Minimum offive eligible participants for a program to
facility withbroadb ased el i gibilit meet theaskdoadigmdnti | it

Specifies that assistancedd or t he p ur [ Specifies that liquidity may be provided only to an
providing liquidity to the financial system, and not to ¢ identifiable market or sector of the financial system.

a failing f iReqairesthadrégulatiansny Provides that a program may not be used for a firm tc
preclude insolvent borrowers, i.eb or r o we r s avoid bankruptcy or resolutiorSpecifieshat a
bankruptcy, resolution ... or any other Federal or program designed to aid one or more failing compani
State insolvencproceedingd or to assist one or more companies to avoid

bankruptcy, resolution, or insolvency will not be
considered to havbased he r
e | i g iRequires bowyowdrs be current on their
debt for 90 days before borrowing. Permits the Fed tc
determine whether the applicant is insolveRixcludes
a firm from borrowing from Fed if the purpose is to
help a thirdparty firm that is insolvent. Includes
immediate repayment and enforcement actidos
firms that omake[s] a wi
regarding its solvency. ¢
no obligation to extend credit to a borrower.

Requires that | oans be < Requiresthatthe Fed assign alendable value to
taxpayers from | oasggeesla 6 collateral at the time credit is extended.

0l endabl e valued that i
management practices. 6

n

Forbids o0a program or f & Prohibits removing assets from one or mofiems that
remove assets from #nbalance sheetofasingleand meet the rul eds definiti
specific company. o

Requires oprior appr oval Specifiesthat no program may be established withou

Treasury. o6 the approval of the Secretary of the Treasury.

Specifies that the authority may be invoked only in Requires that the Fek pr
dunusual and exigent cirunusual and exigent circ
program be oOterminat ed i than7 days after establishing a program. Requires tr
fashion. 6 initial credit terminate within one year, with extension

possible only upon a vote of five governors and
approval by the Secretary of the Tasury. Requires a
review of programs every six months to assure timely

termination.
Specifies that rates be consistent with the statutory Requi res the rate charge
requirements governing the discount rate. defined as a rate that is a premium to the market rate
in normal circumstances. It must also be a rate that
oaf fords | i gndexiyentcircumstancesyr

and ... encourages repayment of the credit and

di scourages use of the ¢
conditions normalize. o6 F
fees, penalties,...or other consideration...to protect ar
appropriately compensatibe taxpayer...0
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Section 13(3) Provision Final Rule Implementation

Specifies that the borr c Requiresevidence ofability of participants in a

adequate credit accommodations from other banking program to obtain credit. The evidence may be basec

insti®utions. O on economic conditions in a particular market or
mar ket s; on the borrower
0Oto secure adequate crec
other banking institt i ons, 6 or on 0
participants or other sc

Source: CRSbased on Federal Resenggxtensions of Credit by Federal Reserve Bah&6,Federal Register
78959, December 18, 2015, availablétps://www.gpo.gowsyspkgFR201512-18/pdfl201530584.pdf

a. Requirementis largely unchanged by the Déaldnk Act.

Oversi ght Requirements

he use of Section 13(3) in 2008, th
f emergency lending.

Foll owing t
oversight o

Firmt2®&&,tionhhe2%Fmefgency EconPbmhe&348tkhdbgqbtirzad:i
the Fed to report to the congressional commidt:t
for assistance within seven days of providing
6 0 ydha

Secom2d),) fiaa mendment @mildlhe sHShpienFhEtirodHo@ks ALt

P.L.2M1lilnal pdodisi oG vtelrantmeanlt 1 o/QefscfoiGinéla ajbdii It ist yo f

13

any action takenSkyttibewm B3dB839d wihfddthe Federal Re

a single and specifithprawvmbklreahdd OGAO caoudpiotrsatafor
Mai den Lane faci laintticeess aonfd Ctilhtel garsosuepit tagnuda rBank of

maintained audi-amearegemnmcyy td dotnis b botmseahde magnedn ¢ y
lending facilities.

ThiSecti ont hlel OPio dodfk Act required that details o
ection 13(3) be reported to the committees of
d aSteecst.i orne qluliOr3e d l ending records (iomalowdirng d
d the terms of the loan) from the®acnrdi sis to

ndingf rrdemctgurrdiesg r a ms c¢cSecattid@d® pnderbe publicly r
ter the facility was g eaan swehd ¢ & ¢ o eSretcetai nogne £ 1 s

pradty toebsutr acdi d not allow GAO to—-am@lndtcobnan
G*quired GAO to conduct an audit of all Fed
cember 200 7%°GAQl neanya cntonie ndti.s c1 os e confidential
ndionrgd sr eacr e rel eased.

'—Uwﬁw-‘m'—m:m
OO === B0

Z
)

rc Labonte

54 These reports are availablehdtp://www.federalreserve.gawbnetarypolicyst_reports.htm
55 The records can be accessebtgt://www.federalreserve.gawwseventséform_transaction.htm

56 The audit is available &1.S. Government Accountability OfficEgderal Reserve System: Opportunities Exist to
Strengthen Policies and Processes for Managing Emergency AssjSeEk0el 1-696, Juy 21, 2011 at
http://www.gao.goview.itemsd11696.pdf
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Policy Issues

Why Was the Fed Metmalkli sfe@®asdsds &Resort

Ecomists distinguish between | fqguefidmad ycpabbf imms
Firms become 1nsolvent when theerlgesauass atheiwor
assets have fallen in valmse Jar ilsieqtbiecdiatuy e( io.fe .t hec
mi s match bet wesn |-menfgimna s ¢ ethedr of nldines thiolritt i e s . In a
where such a mismatch exists, no matter how much
to a |l oss @fnnloitq wiodilt sorviefrl Hatbsae dsihitofirettshe firm i s s
crisis, creditors are unable to distinguish bet:y
to liquidity The c¢classic eixm mpdldepoosfi tao risi gwu it dhidtry
their deposits (liabilities) and banks cannot 11
more cash and fewer | oansouwodec bndopthek e |l y puwe veasg s i
the unintended cansdopuansc ewowdul debeanotrle expensi v
was created as a lender ofwhesatitesdepowitbrshiws
funds, a bank wouldalbdhedshhkdd stcoo upnite dwvg enldiotwg ea f © @ t s
shearetrm 1 oans. Because the Fed controls the mone
potentially providmpo suigthihcammtced litguiaditdy.t yTHios ¢ r ¢
financiQilvecnr itsheast. talkdedrkRed damudmnmddlity probl ems, it
address solvency problems or crises resulting fr
Onel ternative to the Fed acting as a lender of 1
coulhes weopsprtobreh followed in the nineteenth and
repeated panics 71 es ulEtveed tiumeltlhye nt ¢ e,wobuubtd cordibssehsd e
can lead to significant contractcedSnsi siens rceaauls ee c ¢
economic contractions because financial firms e x
hoard liquidity.

Who Shblal/ld Access to the Lender of La:c

Lending to Nonbank Financial Fir ms

Do nodbanh csi aall sfoil ifpwci di ty problems’s and does th
emergencyAbhuhbdowghtly&nks accept deposiftame many ¢ty
matur ity mis mattecrhm baestsved¢tesm minddn gsAhsolrahamegsu lytp,e s o f
finafaiicimd are vulnerable to liquidity crises. I n
greements (repos)twadprcommeawtecatl m paspredrf n g hdo t
onbawnlkasarply and suddenly contracted, causing 1i
onmnfancial sfoimemsbafdhufinancial firms could also
ending in a liquidity crisis.

— B B ®

Al t heomhbawh firms could benefit pobmcygmaksssto
mi ght decide to grahmherehem somes widekysiocietal 1
benefits could be becevudtaihaiflimbhmecwaghl doesd abol
effects (e.g., countoear paret Wdesxappstwmal ibeasnt a gi or
financi.Bhnkyspemvide critical functions through
sys,2g efnor .e¢ Noomplasmks do not play a similar role 1ir
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are important participantsrketsimhhar mmghketnd s os
as c¢crPitical

Before 2008, there was some debate about whet her
important enough that there would be widespread
there was boue wWletabeer aa nonbank crisis would si
of credit to consumers and businesses. Over ti me
absolute terms and relative t on obnabnaknska ncTrhies i2s0 0 8 ¢
damaging to the availability of credit and the t
having a lender of last resort to provide liquic
sys,t eanl t hpalgtihrc atdheeo f f s miAlyi beradi fdereme¢ question
should be disparate trdbamkhentr ececfibeankonandumadnla
discount window, whereas any given nonbank recei
and uncert aiend aicnc eusnsu stuoa It haen dB heoxui Igde nnt o nchi ar nckusmsbt ea n
allowed to be members tod ¢heuFfedacads RPsertvlee s dis
If so, should they be subjet to prudential supe
Not all uses opifinfetheoaris8i{s8)wdne ftoarmhe purpos
l1iqui chiotwe VAL F n had terms of three -to five 3

l oans
term consumer and business credit (by increasing
asncireasing their liquidity). The AI G loan initdHi
r Bear Stearns and AIG

Lane facilities set up fo

America were all intended t.o ThheelFpDotdldo sAe t f momwws wi
requires that assistanc®oprohedpdrpoder ofeptdonc
the financial system, and ”not to aid a failing f

Lending to Nonfinancial Fir ms

Anot her 1ssue 1i3s( 3wh esthlweun 8 ekcvttecico fpr ¢ vindamcemad di t t
firlms .2008, theS¥Feddi3dB9gs ¢ ot gnawshebd/ef i mraencdiital 1 r ms
although nonfinancial firms were e.lhgi Wloaddt o sel
Framckt 1l imits actions under Section 13(3) to pro
does not Il imit paritncihent 930, femengentyflomns
nonfinanAlitaHodghkimsancial fir msnamddhte yaldoo nbdave 1

For more information on critical functions, see Financial
Supervision and Regulation of Eederal RegistePM6b7nAprd h1k201R,jah a nci al Co
http://www.treasury.gowitiativesfsoc/rulemakingDocuments/
Authority%20to%20Require%20Supervision%20and%20Regulation%200f%20Certain%20Nonbank%20Financial%20
Companies.pdf

%Another question raised by the crisis is whether foreign
emergeny facilities. For each facility, foreign firms were not eligible to participate, but U.S. affiliates of foreign firms

or foreign affiliates of U.S. firms were, depending on the facility. Firms with foreign parent companies were large users

of some facilites. For example, 59% of credit extended under the CPFF went to U.S. subsidiaries of foreign firms.

Source:U.S. Government Accountability OfficEederal Reserve System: Opportunities Exist to Strengthen Policies

and Processes for Managing EmergeAsgistanceGAO-11-696, July 21, 20113t http://www.gao.goview.items/

d11696.pdf Figure 10

59 Firms enter a code of conduct agreement upon registering with the Fed as primary dealers, but the Fed does not
regulate them for safety and soundness in theithe capacity a
nature of its relationshipitih primary dealers is a counterparty relationship, not aregulatoryon€.e d er al Reser ve
Bank of New York Administration of Relationships with Primary Dealedanuary 2010, at
https://www.newyorkfed.orgharketspridealers_policies.html

60The Fed bought some commercial paper issued by nonfinancial firms through the CPFF. Because commercial paper
has short maturities, this action can be characterized as providing liquibiy flaan longerm credit.
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generally face the maturity mismatch that makes
Liquidity problems at mnonfinancial firms may als
because they are |l ddinanctiadconysdetme dnwi tdlo mhbde p
functions in the financial system

The advantage -toefr np rcorveiddiitn g ol onnogn fi nancial fir ms
physical capital investment spenmcdicig yos tplmadtatar
gross dome&@DPRAd ipsraoddvuacntt a(ge 1is that 1t 1is more 1i
positpoakofig,bh wimdetrBe Fed has no expertise 1n ev
loan prAmapd halrs di s a devmtnitaalg et'shi alte mtldlicen phovetddi o u t
private capital. In a liquidity crisis, when t he
constrained, the Ilikelihood that Fed IBggnding cor
contontger,mlwhiedh t wi Il outl ast apotieqmtiidailt yf ocrr icsrios
out

Lending to Government or Go¥ernment Chartere
Another category of firms that Congress might c¢oc
as sncset aunder iSemttiitoine sl 34dB3s)oci atsad lgwivtehr ntnheen tg o ver
agencies,sponsnpnmd@6EGlEFeyprbsiedge banks created i
resolf'SomMdenmbers of Congress have also expressed
used to assist state or muwesreidp Sl cgovar dhgd 31 s f o
pur p,osaelst hough it has purchased ageGuagnand GSE d
statute does mnot e xspucihe iatniiyghhatwikoommibtk @tgue , al t houg
stasuverious requirements, such as that the faci
providing liquidity to the financial system.

Lendinglfd Itse

During the crisis, ithet
LLOT S RhYt 1t created a

Fadsattuomsr aach dman Secf i o1
nd confSecell ode qB#( 3¢ melnt o
t hat assistance take tROOBormhef Fadl carmratEdrt heoa
Paper Funding Facility (CPFF) to purchase commer
economically eqerwmalenan fosoap dgthep dotrirweverl n t hi s
Fed was able to perclbhys snSdPdvhmegr aijpalec oppat r ol I ed an

t SePVunds to finance the purchases. Some of the
not collateralized, however, so 1t was not € conoa
These acseohwor policy 1issues. First, should Sect

cannot SPValdloGso it c¢creates sahnod ¢add ntomo 1137 39¢e dboen dno d
so that the Fetdrcmn ipqruo vdiidey sbhyofftur chasing debt

From an economic perspecti vteer mwhlehtyp wtiradkait ncgo nopuatn ya
l oansendalgt asecurity doe®nnptachbpaoagbk gteupdsposcte
firms increasingly rely onaldedbwi sgctuhde tfFed ttorpiu
would make it a more Bifeamlgl ¢ Wtiepl udrecdhears eo fs el causrti trie

61 Direct lending to the federal government is prohibited by Section 14 of the Federal Reserve Act.

62 The Fed is allowed to purchase a narrow range of securities under Section 14 of the Federal Reserve Act. Few

securities issuedytprivate firms are permitted besides bank acceptances and bills of exchange, subject to limitations.

The Fed has purchased neither in modern times. For more in
Scope of Monetary Policy Actions Authere d under the Federal Reserve Act,” Feder
19, 2004, Section 3.4.
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(dir eoat It hSrPoVusk hoGs 1 t)t oo pt o oth drem slhiogtth“di t pp€ n g e s
sl §probl em.alTBBhoe ulSeedd LLCs in the Maiden Lanes ca:
provi dtee rsmh olritq wiedniotvye U wto utbd e & absasl ecatnbched rslthondedt f i r n
FranklmaAaomtt ai n'sdabhti B Vslolo@sr,e abt wta pprroohgirbaim so r
facility that is structured to remove assets froc
compAalmymi ght be difficult to drpuwr calfabsreidht 1 1ine
liquiditaynadpbheposteygpes of securities

WhaArthe PotentEmbr genty Afsistance

tential costs inherent in Section 13(3) lendir
oader economiccoaomnwvdgdhgatshetThesefits of Sect
n dwhnigec,h e osuil gln tbh e ¢ Amersdti dirges or mainWhihe financ
nding poses rfi stkhse tFoe dt hdei dt anxopta yaecrt,, it he e c onom
nancial c¢risis to run its coumnsdawgelrd faldsa agc
dget deficit and privately through higher uner

tihtek x pafyelreimd powr g my defaul +bnisks Thet Feducan
h various conditifomwl tt,o iitcl ddinndg nrge ¢ wi mi mg
teral in excess OhfaitthcoutEohtdatéeteat ) (isenionry
ing, and recourse 1if col hatsepmriadbaulplrymvoe s 1 ns 1
w-aiymp daslel of these conditions to Section 13(3)
guably not i y 711 s kSicecrtlidghi)n pgdroagmrsa mso wa
skier than t unt windowwsietlLewhadsi nmga i nl y
mMomks may al iskier because the Fed can
udential sup on, but, “swisttle mticea ld xyc d pmtpioa 1t .
nancial’( $ShEEFd} onlsaluditmg ecdo mpa biaensk, t he Fed
super vise mnonbanklsn ftoirmessa foef$ ycbraiasdidss,p utahden EFsesdy
store financial stability also reduces default

e T
t ac
11 a
and

= hD TR0 O o g
»—A-(Dmb

the Fed was able to protect the t
ges . For example, the Fed require
ake 1mMhtthk’d zbombany fa pxochac
sses could be more 1limited i
nak ¢ 1%Hg avle, bee xc aatculisde o-M o d d

bs spgsfanme nt dvthf @ hlgd ¢ cwamwlrd o s

s
1
m
p
r
n
d aeqtuake stake to adequately protect taxpay

1

T
X
u
a
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One broader ecolYromtilidd o nrtaeinsdHddwgitsh Financial Servwv
CommiGhaier man Jeibs Iehnasta el rngks exacerYating mora
Mo r al htahzea rcdonicse pt that firms will take greater

out comes. In this case, mor al baberdtoonecnebi bat a
shearetrm lending if they anticipateSameeasgue Fed
that Section 13(3) should be repealed or curbed
t hat apsphwtatcihn g odpawnt mbat fioeedienosutreaagde offi rteo usgahfee

63 For more information, se€RS Legal Sidebar WSLG1300,0 ur t F i n d@®ut TRim&OCosstit@an illdgal
Exaction but Awards No Damagésy M. Maureen Murphy and David H. Carpenteo longer distributable).

64 Chairman Jeb Hensarling, comment letter to the Federal Reserve, docket nubdidé; Banuary 13, 2014.
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e Fed cannot
d above.

n .b dhosatvairse ,atmoglaggibhaweat a

the fi®*®Ualéihkdel ending to banks, th
super,vihsoiwerweerp,t in the cases note

Mor al
nonba
wer e
thoug
reduc

hezand ¢
k finbhae
b

ibebndu
mor al h

oS5 B

mi

a
cthklefsrmbottd 1 iquididtnyl eneasmnatgleaeng nt
le tB8eaeni omaduldd 8bea hmstedi de t hemvevmth 1iqu
nedecefwafdthat2 p@& poFrus, greater ma
azard problems but cannot eliminat

How Much Discretion Should the Fed Be

Limiting discretion 1is t he ocfonnhoen dgiovaelr sreu npnoilnige yt
to alter Thetfoaat 18hHh3Y).the Fed has broad discret
Fed, for or better or woumnsde ,c rteoa tacc ta sdwivfetrlsye, spelte
a di veresned esrest, oafndl tackle multiple, disparate pr
why the Fed was able to provide assistance 1in foc
were not always consistent withe tMaei depnrianef a
LLC% .

One potential drawback o discretion -Fsanhat ass
Act did not intend, suc as to prebFratk aAdti rm fr
modi fie obthvenoutfikenpdbmg s ome

the -Poddk Act success

d Section t3d(3an
fu
r

t
h
i
1
1
a

s

ly ruled out the use of
1 m

s

Fed final rule furthe prohithg abhedmypgatooas ®
facunhi eiygss oipten to at 1e t five eligible borrowe
current onpadaebt9 0OowWearyst,hd ending to a healthy fir
third party from fail ianng (haass ewaasn dt hBee acra sSet ewairtnhs )J
a firm so that it can avoidsbhaeakgupt coymergerscypla
exipdlsicymakers mayt debaielmpa wttdo ataot auisdenal g thie g ims

broadaut hdreity, the mdre feasible it becomes.

Arguably, another drawback to discretion is the
nonbank financial firms are numerous and divers e
invol veff¢straddtpudpmt are not completely technic
Fed set a high minimum loan size in TFALF that ef
market interest rates to large investors. The de
facilitpestyovehdods also credtes the potential
5Ben Ber na n-Xitter and Wahrer elnender of Last Resort,” Brookings Inst

http://www.brookings.edilogsbenbernankgiosts201505/15-warrenvitter-proposal

86According to the legal counsel of the NY Fed, “The Congr
Federal Reserve lending to companies, but it surely did not envision the Fed lending to an LLC, because that legal form
oforgmi zation would not be invented for another 40 years.?”
The Case of the Federal Res er vRegukatony Resporfise i thesFindhoial €risi¥ s peech
conference, January 19, 2009.

87 This report takes no position on whether the Fed should bail out failing firms. Bailing out firms poses tradeoffs
between potential benefits to financial stability in the short run and potential costs, including moral hazard and risks to
taxpayers.

68 For details on thireparty vendors, see Federal Rese@fice of the Inspector Generdlhe Federal Reserdes

Section 13(3) Lending Facilities to Support Overall Market Liqujdityvember 201Qp. 25
http://oig.federalreserve.gaeportsFRS_Lending_Facilities_Report_final-23-10 web.pdf The New Yor k Fed’
contracts with thireparty vendors arposted ahttp://www.newyorkfed.orgboutthefed/fendor_information.html
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Anot her consider a
Congress and the A

tion for ths daegrepe nadft ndies d r © tmi

dministration. Thmpdbetdant gues
for the credibility and effectiveness of 1its mor
independence complicates accounbabwhbditdgegne€ongr
i midtiisncgr et i on on Section 13p38Diay f e oblescpapursdee  p € i
is used -Broaml rhecdtyui ThmedDoddhat assistance
ved by the Tr eds urnyd epeeccnrdeetnacrey frreodm ct ehse tAh
t h

(3)
eappro
t hough e TrensadyaBecoétbbys Fmgplpen under Sec
0

(=S

3
a
h
8
h alJierr o me aPgweldl when he twhat aCdegdr Goveshoul d m
current discretion under Section 13(3) becau

e NS T — — =

ed
e’sd
One of the lessons of the crisis is that fimancial system evolves so quickly that it is
difficult to predict where threats will emerge and what actions may be needed in the future
to respond. Because we cannot anticipate what may be needed in the future, the Congress
should preserve the ability the Fed to respond flexibly and nimbly to future emergencies.
Further restricting or eliminating the Pe&mergency lending authority will not prevent

future crises, but it will hinder the Fedability to limit the harm from those crises for
families and businesses.

Al t
ris
1 ns
Be a

ernatively, some argue that discretion can 1in
k. For example, some argue that the failure ¢
tability because mar wotulpanrteiceil pantFe dbalsisd 6 d ¢
r Stearns and panicked when it did not

The Waddk Act r’sddctsdreheotiednder Section 13(3)
implementing those tlhhonwgenobei®owedtFir¢da ntked d her .
fogtmsuck a readqdamablwoeubladl smm s ¢ a ke ntpoosgeo further
diti ona’lonr eSsetcrtiiBeytnirobnds@ @ Ysn gd itshcer eFteido n , Chair Jar
at eHd Rt. hw3dlu8led%d s ent i al ly 71 epésalr etmhaei nH endge raabli 1 Retsye r
"By .cofhmnasman HensatDoididgabh&kl teved bhat failed
e sFednergency 1™ nding authority.

0 »n o =
=2 B o N ]

Congress could curb discretion by adding more 1 e¢
Congressiofmmhchpprecovaoah t akeThh eu nldactrt,eSre eppricompdoishagl( 3 )
on t hec aupltodt icInatfifaelcliyme h e n e sisl oaf nyd Pscardeloddidbr i ng a
criBxiasamples of addciotmigo ® sasdtdoe sBterditci tomb nleBe 3 )
restrictionel ogi whe for assistanaccapdabhe ter ms
collathaeal aoe hahragte st h(ed iBs€bdunsgsreeds s coul dt md s o add
amount acfs itscaaasld et tomrm me dGorrarnotwenrg. t he Fed discret
issues 1s in part a judgment by Congress about v
®Governor Jerome H. Powell, ““Audit the FedfAmaiead Ot her Pr o]

Columbus School of Law, Washington, DC, February 9, 201t&t@t/www.federalreserve.gawwseventspeech/
powell20150209a.htm

70 Chair Janet Yeller,ette to Honorable Paul Ryan and Honorable Nancy Pelbsivember 16, 2015, at
http://www.federalreserve.gdaiaffiles/ryanpelostletter20151116.pdf

“ChairmanJdefle nsarling, “Reining i dNahStreeplousngiNovemiger 1B,2@M5, atal Reser ve,
http://www.wsj.coméarticlesteiningin-a-sprawlingfederd-reservel447978230&1g=y.

721n an earlier provision of the Dodérank Act that was not enacted, total assistance under Section 13(3) would have
been limited to $4 trillion.
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policy consideraKamnexamplee e fffexdnivtel sym concer ns
exacerbated or mitigated if Congress were more i

What Rate Should the Fed Charge?

oopPpEpgBHBOOR T30 00 ®» +—pg

determining what rate themiehsdeandfcétattalebe

most wuniversally poin+tl eamd tfthree emlayx i ang aoifn sWa l g @ o d
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a PCmmsleenys us bheakpedomwamalat ¢ hehould be. A pe
e (1. ¢e., a rea tnea rtkheatt riast eh)i gahdehrimetvhaasmi tzwhe g hael s
the central bank(Zigndiskwurtlgest demayeges) fawdn
tral bank instead of the private market when
dle arsdosfo rtthye r e bnyo rraeld uhcaiznagr d tpvwohl e me al Théoe mak

e rate as high as possible Alternatively, fin
ose to market rates astipbbtyibhder ighefinahesa
scourhaege¢ ngf Fed fmagntreass, tWwhishigma associat
om the Fed (i.e., 1if lending is made wunattract
takenf adesapesd gtni ®n ) . Further, higher rates mi
ereby undermining the goal of restoring stabil
e case of assistance to AMIp@eduri iAnhge ttheer nesr iosfi st
itial Fed loan were more favorable to the taxrg
ich were repeatedIloyverrelnye ghontrisdhd etplerrdmmsir s € etalme t ha't
mp’anyiability.
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es referenced by the Fed waAte thier s dmke Fedmel u e
making these | oansi,ng tt hwea sf eidne rtahle fpunodcse srsa toef

pos sai Hiilmii tt yer deo cfgi rpoi uepn boefl-mavc k ¢ v i b @ rwaoswi ng r ates
uably greatiem twthhne Hdhier etcwo rceacsiepsi ent s of t he 1
ipients sasfadfbkMLhamedasboans to banks to finan

mmercial paper to r eplaipeewre TdntrAkkekts. mda e t he a € © mime 1
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estment funds t
Jloos ep atrot i ci pat e
k, the profits

0 puerscehcausrei t A BB ot o arweenvais vkew otuhl ed p
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t
erest Ton elhad cleo a

these programs if they coul
ey would earn from the purch
sn.k s and airntviecsitpoartse, irne stpheecstei
m

Fed made the te s of the. whreo glrmamss rwel raet i veoenl
ourse), potentially reducing theWpirghadad s and
inst ,t htehsiemecaotsrtasmhgaecdh abweene f i t s ucth BheaFedding t

ck Womneéeswsel op t he afcicnuarnactieally epxrpiecret icsoemptloe x s

73 Walter Bagehotl.ombard Street: A Description of the Money Maifdé¢w York:Ch atr 1 es Scribner’s Sons,

7 The reliability of market benchmarks is another issue. In some cases, the rate charged by the Fed was tied to LIBOR,
and several banks have settled legal cases related to the manipulation of LIBOR during the finaswcial cris
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Section 13(3) does not address whether a penalt)y
impl ementi-hgadtbkeAdtdddi cations requires the Fed t
defined as a premium to the market rate prevaildi

Should Bdkdemkeir Ke pdo nBfei dential ?

Many Member sc onfttebtadhgp ®@ysr s have a right to know
lending and on what terms because taAhpakeds are
has argued that allowing the public to know whic
under mi neo nifni vdeesntcoer icn t he i1institutions receiving
recipients are weak or unsound. A loss of invest
destabilizing fsundse poons itthse, idnesbtti,t uvotri ¢edgiusi t y. I f i
would occur, the Fed argues, the 1institutions W
programs. A delayed release of information mitig
Some critics would view 1 essi fFetdhel epnrdeiniigs ea st haa tp c
lender of last resort role helps prevent financi
syesmt is acceptegnesthemyamnutnwi tdimns to access F
lessOsafatrpgdigs thadec¢hei Fedt o discourage banks t
window f-t8m,ml11026 a time when identities were kerp
panic in the ®"Great Depression.

Whether investors are legsdwsktlosgretoobhbordewtatg.i
apparent wntisAsthhestwmextcal exXsasmptgumappowduhg b d
experience with the Reconstruction Finance Cor pc
the RFC publimrckszeidt tlhbna dZvhgicvhedal oans, those banks
deposi fArmarme sr. e cednits cel wasmplee of TARBvided mexiepie
evidence. At first, TARP funds were widely disbu
banks. At thtalepo® was no perceived stigma to TAR
banks repaid TARP shares at the first opportunit
expressed concern that i1if they did not repay s oc
The granularity of information to be disclosed i
programs and activities that does mnot require th
useful for broad policy puprepcoisfeisc, twhainlsea cctuirornesn tw
programs is of interest to investors. The Fed voc
released the latter when compelled to by 1legisle
former wouldesuhfi moesfogquaeasstdwons about taxpayer
or |l osses, potential subsidies, economic effects
The latter would be necessary for trfaanrsmpsarency e
receiving preferenti a’lAlttrhecautgnhe nptr eovveenrt isnigmiflaavro rfii
policy goal, releasin“gamhean’decheelma mese smoa fe bqourersot w e
especopakl paeithfaevasdhese pgpdgdahinrwprevheading 11iquid
maintaining financial stability. Naming and s han
programs 1 mnbht et€huattu rteh.e slef 1 endi n gr eppreoaglrianmg ar e
“Gary Gorton and Andrew Metrick, “Journal offEeodomic PerspeRtivese r ve and
vol. 27, no. 4, Fall 2013, p. 53.

] ames Butkiewicz, “The Reconstruction Financ®3 Xo0tporation

Southern Economic Journalol. 66, no. 2, October 1999, p. 271.

“"Another option for addressing these types of questions wo:
other outside group to investigate confidential material withoatsihg it to the public.
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Secti omo ulH3ed 3mo rtei tvdefafne ander mining their effective
recipients.

As di s cushsee dDladmdnke ,Actt compromised bet ween stabi
by requir iinde tbtoirtrioewse rtso be publicly relseased wit
have expressed an interest in revisiting this 15

Seledttgdsl ation

11'«Congress

One bill to afikenRd )Bals8Vednt h2( Hoasgr ¢ ns t h@t Hd#d bi
to amend Seadtiidomolt3 (sde)e tlheddti R.1 aS5.9 ]38 dd0cR.i on we
2625

H. R. 3189

ThkEed Oversight Refor(M. Bnd3 M88conmidzattidon oAdbte 1 ey
House Financial ServicdOn Nommimbttae 1®n RWIIY,29.,t 2
t he HSoeucstei.on lalp asfd mehned sbiSelt 61 bnkildd { 8 ke et i on t o

ma ke e mer gewocuyl dllobaindsj.t elotual and exigent circumst.

threat to the financi{TaidwWosuttbadbui‘tihe ya foffi it thaet iUnd tweat
not less than nimes or ¥aé nbl e dtidesht eo 6cnuFrerdeenrta Ir e qui r e m
the affirmative votweudtl tfhoey dbFiebdde df rgoonv earcncoerpst.i nlgt a
equity securitieswoiuslsdu arde gbuff et b or nsware. altrul e e
woulldtermine sufficiency of collateral; acceptahb
woullad applied to deter mine t hwo usdudft faii mi e mody peefn deea
appraisals forwoeoel diatgh enodluartnrggeammatgle. pletr mi t t ing t h
establish the solvency o’fcear thiofrirwoaweird nis dmsmnddd foyn t |
before a borrower may b’sBoaridgiabnd afnoy oatshseirs tfaendee
regul ator wierh tjluer ibsadrirce weorn mwst certi fy that th
woul dadsmitiamsdcd ptuccidoms nantly engapaendd imr €dlnmmdciec i
assistfedea atl g state, and localcgontveohmedtongenc
sponsor e dwoeunltdi ttriltegsu.F eldt t o i ssue a rule establish
emergency loans based on the sum of the average
Reserve banks ovday ther imeoedrtaagred coteflnedt hdew) di f f er ence
distressed corporate bond index (as defined by a
over the mbasyt percieamd. 90

H. R. 5983

Theame | amgwmag afgr dddR3 Wash®ncl uded in the Financi
Act ofH.2R01)6& 9(8B avn glieng financial regulatory relie
Hensarling, Chairman of ®fHeRFwashidentdStovbees (
r epoarst ecadmbyw ded House Committee on Finanpacndal Ser vi
waseported on December 20, 2016.

78 For more information, seERS Report R4463The Financial CHOICE Act in the 114th Congress: Policy Issues
coordinated by Sean M. Hoskins
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11'53Congress

One bill to afienRdpSlalceidon he3 HEHsgr ¢ ms t hOt her bil
amend Sectiwemel ¥(ePplrttheadt by t he HouweeHeFRnanci al
43 @hH. R. . 6741

H. R. 10

The sameamangiafgreddmdR 3 )i3nl &h@onlgrdess watsheincl uded
Financialo fCh2H.IcRe) (AcAtr avin glieng financial regulatory
by Jeb Hensarling, Chaiamminf°lheR .whls0 pansadi by BShe

Hous e on June 8, 201 7.

7 For more information, seERS Report R4483Jhe Financial CHOICE Act in the 115th Congress: Selected Policy
Issuesby Marc Labonte et al.
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Appendix.Det ails on the Actions T
Section 13(3) in 2008

Term Securities Lending Facility

Shortl Bebef Studardnsi ts |,i jmi BHedycrceased the Term |
Lending Faon |IMalrjy, R L E X ppaxn dstdidnsg iitn g sprlegrdam for
pri mar y*Pdeiamaerrys .deal er s amrteh efsiFrecabnucni tdeloorpfai ortmise st h a t
mar ket oqpéameailnuwleisntgme nt banks that WwWerenidnelgi gi bl
facilitieMst ftohre beanndk so.f 200 7, fthenel wére¥ 2Bepr i e
he proximate caussiocf wWBesan tStdambkshni dgbto maldl
he Fed created the TSLF and the Primary Dealer
lternativet sromrlicieqwifdisthyorffor primary dealers

o

a s were already allowed to borrow s
t sis. The TSLF extended the length
nal ed t he Fed walsn dvhiel 18iSnLgF taot lietnsd poena ka, 1
mary d pstooB8R2OObbitdwon of,aBr opspwrsye ds ¢ our
r °i1 gimd r yndecdcleasrss t o Treasury securities becanu
e e men,t swhiimaghp d sm)p or t a n t-t esrom rfciBn agnfieliethgdws t he
line in primary dealer repoasnsudasculacidd ng 1in 2
l at ersadmet bodf WophoWwatmph t pbagked {MBSwiitthies
AAA/ Aaa r atingMBSa gaegnecnyc yc ocnonlelracticarla,l iazredl mor t g
ingeatdemede b@®n slewluy 13X 0 ,e s2e0d0 8t,h et hTeS LFFe dO pctrieoants
gram within the TSLF thagotaldtoevedptpromartyo diea
uMNiot isescs.urities were borrowed through the TSL
ired Feblrhuea rlgklpk r 201 e cda ndo elaasnseed i ncome of §
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80 For more information, see New York Fed documents collection on the TSLF pobteat/atww.newyorkfed.org/
marketsts|f.html.

81 The official list of current primary dealers is postedtip://www.newyorkfel.orgimarketspridealers_current.html
Lists of past primary dealers are availablatgh://www.newyorkfed.orgharketsDealer_Lists _1960_to_2014.xls
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Figure A -1. Primary Dealer Repos Outstanding
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Source: New York Fed, Primary Dealer Statistics
Note: Includes overnight, continuing, atetm agreement repos.

Primary Dealer Credit Facility

Shortly aftklkrqBedrt Stemarsniss, the Fed created the
( PDWKW) March 16, ca0n0 8b e TthleawWdhftHoanfs daiss count windo
pr i ndaerayP?Eoans wer e mnsa ddei sacto utnhte rFaetde, whi ch was se
the federal funds rate during the wirtihs irse.c oluorasnes,
antdhey fwddeg collateralized, el icowiltltantgeinmeklsuidre dr i s ki
Treasgiaversnme nt ;iangveersctynedietb tgr a d eb accokrepdd, n gaksesde,tmo r t ¢
anmdunicipalandecunitni €d as sPelsCFxfpiaqgui tone FebTFhary |
Borrowing fr onpotrhaed ifca,c iwiitthy awaesr asge daily b r o
bilidimomhe firanfdatlhlrieneg nmioon tzhesr o in August 20
was done bnys ,Bebaerf oSrtee aiMosr gmenrw@elra svpilBtolr ¢JoPwi n g
pichkpdagain in September 2008 and Npoe alkoeadn sa tweSrled &
out st afntdirn g¢Maay 2 0d¥p e rTihen DA Fn oi nltoesrseessoth Binndc oenmaer n e «
billion over the 1ife of the program.

or w
08. M

Commercial Paper FdunAdsiBaegtkkac iCoimme ran a
Paper Money Market Mutual Fund Liquidi

To meet 1liquidity d
debt purchased d 1

ir
of 30 days. The th

s, many large ftiermm rout in
y by investaonrnmsget matt umatt wyr ¢
b

nee
ect
ree r oad a cfeitneagnocriiaels foifr ncso, mme r

82 For more information, see New York Fed documents collection on the PDCF poistigd/atww.newyorkfed.org/
marketspdcf.htm} Tobias AdrianetalThe Feder al Re s er v eRacilityFOurrenmt éssugsinDe al er Credi
Economics and Finance, vol. 15, no. 4, August 2008itpt//www.newyorkfed.orgésearctdurrent_issuesi15-4.pdf
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nonfinancialt hfriorumgsh, eamnntdiotpiaeesp atphaatt biascskueed by as s et
commercial paper issuedbdaickedt byb decpal vhseat mgs atl g nds
firms are viewed as large and creditworthy, and
Individual investohisghheommgodi phrphpesershodugh
mar ket mu(tMMMFasfi)dn die ney ma rnk eSte patcecnobuenMMMB ,O0 2 00 8 ,

called the‘DRosker Wwdnebhwmd &, t hat the value of 1ts
par value of $1. This occurredrmedabseci ofuddsbygs
Brothers, which filed for hemkmapkey onv~8epoembt
perceived breaking the buck to kenkrghhyeuwnlikel
MMMF,s as investors simultaneously at ttchmepitred to w

investanean sfrom fusrdsewi oWTtheeh mdeexcpd ne i n
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after SepbptgmBerA2008 is illustrated

Figure A -2. Commercial Paper Outstanding
(2000:Q12015:Q1 quarterly)
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Source: Federal Reserve, Z.1 release.
aring that disruption in the commercial paper
rkets moreasanwvwaneg¢dt bha OFNeBthtast mbetr wlo,l-d2 create
cked Commercial Paper Money Market Mutual Func
de nonrecourse | oanbsactkoe d acnokns mbtsroctipaelr cpaapmerr.c 9 @ ¢
per matured, tBkealusend hwed o®amespawied.e nonrecour !
rther liability to repay any losses on the <cor
early ©®dteo WMILdG220nxk8 ,of $152 HWdwd vheern, AMLFst andin
uld soperbeded in importance by the creation ¢
ci(lICiPtFFand Il ending felTheoA&kfFor iiemn Oecd otbe r1 @D De

83Figure cited in Fed Chairm@e n Bernanke, “Financial Reform to Address Sy,
Foreign Relations, March 10, 2068 http://www.federalreserve.gavwwseventspeeb/bernanke20090310a.htm
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earned income of $0.5 billion oveFebheatyfe, of t
2010

On October 7, 2008, the CERKFpaumrmchwmmee d l4lh & ypreesa toi
month, highly rated U.S. commer ci%Tlhep aPeFrF, secur
charged anegqiunatlh eteancdhm te lanticgvhetr i ndglkrus whppercentage
point for secured corporate debt, 2 percentage |
percentagaes pootc hed paper .bulyh ea sCPkfuFc e ocudmdme r ci al p
any 1individualr ihsasdu eoru tasst atnhdai tn gip € ¢ne kt dhsesa dyse abro rtnoe d
by the CPFF would ultimately be borne by the Fec
$351 billion of commercial paper, and holdings f

February 1, 2010. It earned incomedofufibededihodi
l os.s es

In the case of the AMLF, t he b anbkust wearteh enro tweirnet e
intermediary through whmehcasidi phApercredifidgwottad t o
GAO, 92% of credit extended under AMLF was ¢ hann
(JPMorgan Chase and State Street) that were amor
administration and a®RhePk@F semovivedsther r MMMF © f 1
intermediary and providaendneF e diasdssWBpearpse.ance directl
On October 21, 2008, the Fed announced the creat
Facility (MMIFF) and pllleidogre.d Thoe 1MMIdF F twausp ptloa n$n
prisacsgpercial purSPiyshatehnobkbsesst (n commercial pap
rated financial institutions. Each SPV would hay
could only pwialHagpapeommes sued by that group. Th
purchase commercial paper from money mar ket mut u
redemption requestshtoashehp avoidnrtlwmsReserve I
n e vaecrc d,s saen d t he f Ocitloibtey . 80pi 2dd 90 n

Ter m ABsascebked Securities Loan Facility

OnNo v e n2b52,0 0 8 , the Fed cBaaked SkeuTdrntmeAs sLootan Fa
in response to probbemkedns eb¥Aambakaeitn ABtBg atslse tF
“new issuance of ABS declined precipitously in S
same ti me, inter ersatt erda tter asnpcrheeasd so fo nABASAAs oared t o

84 For more information, see New York Fed documents collection on the CPFF pdstigd/aiww.newyorkfed.org/

marketseépff.html; Tobias AlheFederaR eeste ravle.’,s “Co mme r c i a,l” PFaepdeerr aFlu nRdei snegr vFea
Bank of New York Economic Policy RevieviMay 2011, p. 25, dittp://www.newyorkfed.orgésearctéprilvli7nl/

1105alri.pdf.

85U.S. Government Accountability Offiq&AQ), Federal Reserve System: Opportunities Exist to Strengthen Policies
and Processes for Managing Emergency AssistaB8©-11-696, Juy 21, 2011, Table 12, ahttp://www.gao.gov/
new.itemsd11696.pdf

86 To comply with statute, the CPFF was set up apecial purpose vehicle (SP\gntrolled by the Fed th&iorroned
from the Fed tdinanceits commercial paper purchases.

87 For more information, sedew York Fed documents collection on TALF postedtgt://www.newyorkfed.org/

marketstalf.html andhttp://www.newyorked.orgfesearctépr/l2v18n31210ashc.pdfSumit Agarwal, Jacqueline

Barrett, Crystal Cun, a n db aMakreida csreicsutriintai eDse mNaarrkdeit,s ,“ Tthhee acsrsi
Reserve Bank of ChicagBconomic Perspective4dQ/2010,p. 101,at https://www.chicagofed.org/media/
publicationséconomieperspective010Aqtr2010partl-agarwalbarret-cundenardipdf.pdf

Congressional Research Service 35



Federal Reserve: Emergency Lending

range of historigadnuwesxwalrliy nhci®gh ereiddle cpggmemii mmsABS
issuance ikiguBa@&ksArbB¢eddf émred that i1if lenders c¢o
types of loans, less credit would be extended tc

Figure A -3.Asset-Backed Securities Issuance
(20062015,annualy)
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Source: Securities Industry and Financial Markets Assaciatiata accessed attp://www.sifma.org/
uploadedFileResearctBtatisticsbtatisticsFileSFUSABSSIFMA . xIs®=55152

Note : Does nd include mortgagdacked securities.

Rather than purchase ABSurdsia elcadns ttdhepFieda tma dien
to purchase recedhte]l hiighesvsed caABSit rating, using
minimum loan siEkigiabl §1domk &l éwaburinckbuauddbdcked
l oans, student l oans, small business loans, and
inclluedggacooynme MB BTahle 1 oantsethmdof up to three years
assets (and up to fiveg bearweforrespmedtwhpen oOlfea
matured or Ilwaereeldrates wer e usreitt iacts ao fmatrhkeu pL oon
Int e r OfafneRage¢ & ( LI BOR) or the federal funds rate, (
underlying collateral

I £f t hhea dABISd butec,ause the 1 oambe wleoshambeaawoeuwbdr s e,
by the Fed and the Treasury (-+tamr owmngths WTAAIRPfledthus 1t &
ma dleALF riskier for taxpayers than typical Fed 1
mar katue of the coll aha&vomldbo sssoe st heenn Kt ehde W eoualné s n ot
excedlde val“ha i’d(fduitfhfiesr ent ABS retaiadddifbdarent
Treasury initially set asadlyos$Rds billion of TARP

Peaking atTALF8 tlwurhlkidebati vel bes malwl tthreo $r20M ¢ o mj
billion program envisioned by the Fed or the $1

88 Federal ReservéFederal ReservAnnounces th€reation of the Term Asséacked Securities Loan Facility
(TALF), press release, November 25, 2008.

82 0n July 20, 2010, Treasury reduced its loss exposure to $4.3 hiflaintaining the 10% maximum loss exposure in
light of the actual loans outstanding when the program ended.
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part., this was because the 1ssuancel oodtad stetes e 1
depr etsasteed osf securitization wnaasr kuentasb laen d omaoyv eirnepolr
investor avWhisTiAnfasopaBSepgonManrg hi 2009, a sizab
share of wABIS eids sause dc ol 1l atBhwd, fiogxs TALdre lamwek t ha
l ower without t)he presence of TALF.

Unlike most other Fed lending facilities, the ar
throughhe OOdcoppe¢d makatngthe wehdaamf ulsumeg 2010 fo
newly ciosmsnmueeMBfasl cohhdt enaMar chus2ibnighef dheb ot ns

l ast TALF 1 oan was rAlpla iTdA LoFn 1Qcatnosb, ewrw 1265, r e2pOalidd. i
int &0setr the life of the program, TALF made prof
billion for the Treasury.

Bear Stearns

Unable to relelr m werbti tass sah arets ul t o f -rienlvaetsetdor c o
losses, the investment biamk2 (B&&ar iStg atrlnast fBeard
““oo0o bi"gdt pofeidl s¥tshe mHiead rsitskkpped Oinn Maa, cthr olkde r a
200te Fed pSrlo2v.i9debdiildlgiecon oan on a nonrecourse bas
provide Bear Sitwhaimohs wietph i diOgwu MhrtcMeadpaens § P

Ch agreed to acquire Bear Sgrcecd$29A82pdrt of
b i n to Maiden Lane 1, a Delaware limited 11 a
s e f i naatn cmaarlkfesto nvuaBlewher e Bh emse ns ecurities wer
gated assets that were too illiquid for JI

, Lanate IP Moa gtaayt iCchpnBteedr ¢ s p r iaumsciinpga It he funds
sale ofrtghe Lhasttst obk Mo first 1 oss posit
IrSe dbealdiimomt,erest rate of 4.5% above the di
red with an i rest rates olfod@&n.5 %Almy oaved it thie
would be bo y the Fed, and any profit
s or e s he Fed and JP Morgan Chas
asset ] cheamed after Maiden Lane
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9% Federal Reservéinal Report Pursuant to Section 129(bjovember 21, 2014, attp://www.federalreserve.gov/
monetarypolicyiiles/129periodicupdate20141121.pdf

91 For more information, se€8RS Report R42158y st emi cal | y | mp o r fFinandal InstitutiochsT o o Bi g t o
by Marc Labonte

92 Federal ReservBank of New YorkMaiden Lane Transactionsthttp://www.newyorkfed.orgharkets/
maidenlane.html
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American International Group

In Sept e mbceirn g2 01008,s efs on various operations, AIG
its stock price and downgr a d®Tsh efsreo mil otwhneg rmaadjeosr Icer
i mmediat € odemamgdas ficant amounts of collateral (-
in collateral payments, ac¢Asdinganoi alondempnodar
company mounted, bankruptcy appeared a possibild.i
September 15, 2008. Many feared that AI G was t oo
di sruption to fiimgnfcriaamh smaalkea sf aielswrl e .

On September 16, 2008 (prior to the existence of
action to support Al Gyeianr tlhien ef oorfm corfe dai ts ewiutrhe da t
billioninntamrde fat § rrifttgpga cpo i n th smeoanbtohv el [tIBkRa ddi t i on,
the government received warrants to purchase up
2008, the Fed announced that it would lend AI G u
securitides halsdryP®ce subsidiaries.

In early November 2008 (following the creation ¢
restructured. The restructured financial support
to up to $60 blidndgtome newd tthloet thiewtteeryenmtr sr atnel 1teduc
percentagé2popntshasing $40 billion in preferreoc
the $37.8 billion 1oan wirtchh aispe st ob y%$ 5t2h e e d 1tihomo
LLL known as Maiden Lane II and Maiden Lane TTI1TI.
government in AI G remained essentially unchange.d
In March 2009, the assistance wapybacecktafuctthia ekle d
loan through a swap of debt for equity in two Al
reducing the maximum to $35 billion and (2) comr
of up to $29.8 Dbill isondiisnc rperteifoenr,r eadn ds htahree sc oantv eAl
shares into shares wi%Thh eo pMaiiodneanl Ldainvei dleInGds pcaoynnieir
operating under the previous terms, with the act
billion at their peak.

I'n Sndpetre 2010, AI G and the government announced
goversmasnsistance. This restructuring closed on
to simplify’sthatgaoestnmantAl G gaonvde rpnrdocwic d st oa pat h
stake 1n Al G. The essence o0of theoblVemenal WedhfAfk
through loan repaymsnttqandytiansfestef ttohdr Eadurt
the govser$ndnPe.nlt billion inne¢ewni commgnpotikdlens ¢ d whha
be sold to the public over time. The specific st

BFor det ail ssistance, sed New Forkdedigtions Related to AlGathttp://www.newyorkfed.org/
aboutthefeddigindex.html For more information on thiederal assistance to AlG, SERS Report R42953,
Government Assistance for AIG: Summary and GnsBaird Webel

“See, for example, “U.S. to Take Over AIG in $85 Billion B;:
Wall Sreet Journal September 17, 2008, pp. Ab.

%Iln October 2008, AI G al s o an broadyavailable€ontmercial Paper fuadihg a ppl i ed t
Facility(CPFF)and was approved to borrow up toAtfts2peakgseibi 11 i on at th
January 2009, AIG had commercial paper worth $16.1 billion outstanding from the CPFF. AIG continued to access the

facility until it expired in February 2010. Over the life of the facility, AIG paid $0.4 billion in interest to the CPFF.

Al G°s use of the CPFF is included in the CPFF totals, not

% AIG issued$1.6 billion of additional preferred shares to the government in recognition of accrued, unpaid dividends
on the intial $40 billion in assistance.
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including the initial public offering of a 1large
subsidiariefs ,upando tahpep ruosxei nmmat el y $20 billion 1in
interests from the Fed to the Treasury.

A of the Fed Jaonadn st hhea vaes sbeetesn hreelpda iidn t he Mai de

d. Maiden Lanes I1 amd Nlolvle nvheerre 1fZaarrrha®lldldy tTehrer
er$& $2i 1dfi on on the loan to Al Glandd89t5d5ohitbi:
ome received by the Fed, Treasury received an
t the yFedceriivegidnalalnd subsequently transferre
sFddban to AIG.

=+ o e e
s s B B O

Citigroup

On November, 23, 20 F&.,detrlnd MDregpaossurty F dDHeed a nacned Co
announced a joint 1nterrveewmitoesnt$yi2ube dBiitlil g mmup,n WHAI
Capital PurchafThPsogxampfuafithpgp aartte]r vfeint a mai & lo
stabednsysted of an additional $20 billion purch
Targeted Invesd mgatePonmgntamgaadantee for a pool
assets (reduced to $301 billion when the guarant
the TARP Asset GhFeDxlaCht bEea®dP.r o gr a m,

In December 2009, rCiatcihgerdo vapn aangdr eTerneeanstu rtyo canc el
While the asset guarantee was 1in place, mno | ossc¢
ouThe ’sFesdhartee ronfi ntahtei on fee for thé asset guarant

Bank of America

On Jaamwu 16, 20009, the Treasury, Fed, and FDIC ani
America, whi cthe dva$idv5p dbeiviiloivosnl yi n TARP Capital Pur.

Bank of’slAmeséescawere | ar gesitwaast iMesgtghied flp rtloackeicthg wh
over. The Fed and Treasury may have been most co
of fered special assistance, the merger would fal
disorder‘lAy PHairtumwmd. its dcdmmmambadt "¥habuppoyt

exceptional assistance included the purchase of
preferred shares through the TARP Targeted Inves
of up t o Sclelr8taamiiknl IoBf oamsnseeftisctal tasceqame Ired t hrough its
with Merrill Lynch). The announced guarantee was
mortgegated Sysaecs sfemdaddetot. Bank ofupmerica wo
7US Treasury, “Joint Statement by Treasury,128/gderal Reseryv

November 23, 2008.

%For information on CCRSReportR4H42TErouldlerl RBt Reliaf Program (TARP): e
Implementation and Statuigy Baird Webel

®U. S. TrTeeasury Rriges Safe of Citigroup Subordinated Notes for Proceeds of $894 Million, Providing an
Additional Profit for Taxpayers on TARP Citigroup Investrhpeii  p teasefebruary 5, 2013t
http://www.treasury.goypresscenterpressreleases?ages§1841.aspxU.S. Treasury, Taxpayers Receive $10.5

Billion In Proceeds Todalrom Final Sale Of Treasury Department Citigroup Common Stpckss release,

December 10, 201@t http://www.financialstability.govatestpr_12102010.htmil Fe der a | ppRreferer ve, “ Su
Specific TInst ihtp/fwivwfederalresersevgavibrietarppblieydst supportspecific.htm
Wy, §S. Treasury, “TreasRhDPIly¢ Fraweirdd ARsesiestvanc antdo tBhank of A

hp1356, January 16, 2009.
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the first $10 billiho ns uobfs elqousesnets loons stehse sapslsiett s9,0 %
and 1B&nk oof America. Within the govdthmment, t he
TARARs s et Guaranttdhe FiDdgLramnd the Fed.

Al t htheglh sset guarantee was announced in January
signed. On September 21, 20009, Bank of America a
t er mi natoifomwhfieceh, t he Fetdharte caelil voewdw d$fdirt tmhiod Iwii ot nh)d r
Asset Guaraftee Program
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